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The Science and Technology Committee is appointed under Standing Order No. 152 to examine 
the expenditure, administration and policy of the Office of Science and Technology and associated 
public bodies. 

The Committee consists of 11 Members. It has a quorum of three. Unless the House otherwise 
orders, all Members nominated to the Committee continue to be Members of it for the remainder 
of the Parliament. 


The Committee has power: 


(a) to send for persons, papers and records, to sit notwithstanding any adjournment of the 
House, to adjourn from place to place, and to report from time to time; 

(b) to appoint specialist advisers either to supply information which is not readily available 
or to elucidate matters of complexity within the Committee’s order of reference; 


- (c) to communicate to any other such committee and to the Committee of Public Accounts, 
the Deregulation Committee and the Environmental Audit Committee its evidence and 
_, .any other documents relating to matters of common interest; and 


(d) to meét concurrently with any other such committee for the purposes of deliberating, 
taking evidence, or considering draft reports. 


The following were nominated Members of the Committee on 14 July 1997: 


Mr David Atkinson Mr Nigel Jones 

Mr Nigel Beard Dr Ashok Kumar 

Dr Michael Clark Mrs Caroline Spelman 
Mrs Claire Curtis-Thomas Dr Desmond Turner 
Dr Ian Gibson Dr Alan W Williams 


Dr Lynne Jones 
Dr Michael Clark was elected on 30 July 1997. 


On 22 June 1998 Mrs Caroline Spelman was discharged from and Mrs Jacqui Lait added to the 
Committee. 


The cost of printing and publishing this Volume is estimated by The Stationery Office at £745. 
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APPENDIX 1 


Letter to the Clerk of the Committee from Mr J Wilson Carswell OBE 


I see from today’s Financial Times that the committee of which you are the Clerk is considering 
investigating British Biotech, “as part of a drive to promote sagging public confidence in the biotechnology 
industry”. 

I was at one time Managing Director of a start-up company called Stanford Rook. This had one biological 


product, which was thought to have a beneficial therapeutic affect on clinical tuberculosis. A number of 
clinical trials on patients with tuberculosis was carried out outside the UK. 


The company wanted to float on the London 4.2 market, in early 1995, with a view to moving onto the 
AIM market later that year. To this end they published some flotation documents. I felt that these documents 
contained statements about the previous trials that were unduly optimistic and could not be sustained by the 


available data. Therefore, I declined to sign the prospectus and thus resigned as a director and later as an 
employee. 


Two years later the results of a much bigger and better-controlled clinical trial was publicly announced. 
This showed that the therapeutic agent had no beneficial effect in the treatment of uncomplicated clinical 
tuberculosis. The company discontinued its work in that area. Meanwhile the share price of the company 
collapsed, wiping out about £80,000,000 from the value of the company’s shares. 


In late 1997 I wrote to and later met the regulatory officer at AIM. I suggested that the regulatory process 
had been less than perfect with respect to the flotation of Stanford Rook and could be improved. 


AIM looked into the matter but has not apparently made any changes to the regulatory process. Enclosed! 
is a copy of a letter that I wrote to AIM last month suggesting some of the possible changes that they might 
introduce for biotechnology companies. 


The key issues in Stanford Rook centre on the quality and veracity of clinical trial data. This has obvious 
parallels with British Biotech and I would therefore be grateful if you would bring this letter to the attention 
of your committee. 


Thank you for your assistance in this matter. 
17 June 1998 


Annex 1 


Letter to Mr Simon Brickles, Regulator Manager, AIM, from Mr J Wilson Carswell OBE 


STANFORD ROOK PLC (“the Company”) 


Thank you for your letter of 28 April 1998. 

I appreciate the efforts that you have made. However, I strongly disagree with your suggestion that this is 
a private matter and not a public matter. 

I feel that the data on clinical trials that Stanford Rook provided in their prospectus and offer documents 
was both inadequate and misleading. AIM’s unwillingness to ensure that this does not happen in the future 
is unacceptable. 

As I see it the key issue is the quality of data of clinical trials provided in public documents by biotechnology 
companies. Investors wanting to buy shares in a new bank or financial company would expect accurate and 
detailed financial data, and those thinking of buying new mining shares would expect accurate data on recent 
assays (such as example is seen on page 20 of today’s Financial Times, in which quite detailed information 
is given of a possible new goldmine in Mali, which appears to have used independent methodology to reach 
its estimates). Likewise investors in a new biotechnology company should receive relevant data on key 
clinical trials. 

This data might include facts such as: 

— Place and date of trials; 
— persons carrying out trials; 
— status of trials ie Phase 1, 11 or 111; 


— number of subjects in trials; 
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— objects of study; 

— _ study results; 

— statistical evaluation of trial results; 

— persons carrying out statistical evaluations; 

— significant side effects of therapeutic agents; and 
— copies of published results where available. 


There are probably other criteria that could be included. Moreover these criteria need not conflict with 
commercial concerns including confidentiality. 


The basic facts regarding previous clinical trials were clearly not included in the published prospectus and 
offer documents of Stanford Rook. Their absence may have lead investors to make an inappropriate 
evaluation of the company. 


It is probably too late for regulatory changes to affect Stanford Rook or its investors. 
However, I feel that it is the duty of regulators to regulate. The absence by AIM of either 
1. a specific company-related public response, or 


2. the issueing of guidelines on clinical trials for use in future published biotechnology company 
documents, 


suggests that AIM is unwilling to carry out its regulatory function with respect to biotechnology 
companies. 


I would appreciate your further comments. 
4 May 1998 


APPENDIX 2 
Memorandum submitted by Cameron McKenna 


SCOPE OF OUR INSTRUCTIONS 


The solicitors to British Biotech plc (“the Company”) who have acted on its corporate matters over recent 
years are Slaughter & May. We were approached by the Chairman of the Company and its in house legal 
adviser in mid-March 1998, shortly after the suspension by the Company of Dr Millar, to conduct an urgent 
investigation, as an independent firm of lawyers having expertise in the pharmaceutical sector and in 
corporate finance. 


The scope of our instructions were to investigate certain factual matters and report on these matters 
confidentially to the Chairman and non-executive Directors of the Company. The matters which we were 
requested to investigate were set out in the first three pages of a document we were shown headed “inside 
information” which had been sent to British Biotech Plc under cover of a fax from Kleinwort Benson dated 
11 March 1998. 


We were informed by the Chairman and the Company’s legal adviser that our reports would be addressed 
to the non-executive Directors and Chairman but that our report on two specific issues might also be released 
to the Company’s principal shareholders namely Perpetual and Mercury Asset Management. The two 
discreet issues upon which our report would be sent to the shareholders, the terms of reference of which were 
agreed by Perpetual, were the directors share dealings in January 1995 and the status of an SEC investigation 
in the United States. 


PREPARATION OF OUR REPORT 


After our initial meetings with the Chairman and the legal adviser to the Company, we drew up and agreed 
with the Company a list of issues based on the “inside information” document. It was agreed with the 
Company that our report would not extend to investigating the Company’s strategy for developing drugs. 


The Chairman perceived a need for us to provide a report urgently on the two specific matters referred to 
above, for the shareholders. We produced a draft interim report on the subject of the SEC proceedings. This 
was a desk top report based on information provided to us by the Company’s US lawyers, Sullivan & 
Cromwell, who approved the content of our report. We also produced, at that stage, a summary of our 
progress on the directors’ share dealings investigation. 


Our investigation then proceeded on three main topics: the share dealings in January 1995 in relation to 
the subsequent announcements regarding batimastat, the SEC investigation and the Zacutex trials. The depth 
of our investigation was limited (by the agreement with the Company) because of the pressure of time and 
the need to maintain confidentiality. 


Our investigation was conducted by interviews of all the principal people in the Company involved in these 
matters and a number of the former directors. Some of the interviews were face to face while others were 
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conducted by telephone. We also called for papers relating to the clinical trials and other matters, from the 


mete +e received every assistance from the Company. We interviewed Dr Millar at his home on Friday 
p , 


In mid-April we issued our final report on the SEC investigation and the Directors share dealing to the 
Chairman. In relation to SEC matters we made it clear that our report was based on information provided 
by the Company’s US lawyers. In relation to the directors dealing report, we stated that further information 
might be forthcoming from third parties (for instance the clinical investigators who attended the LGOG 
meeting in January 1995). 


CONCLUSIONS IN OUR REPORTS 


As the committee is no doubt aware, we concluded in our report on share dealings that there was no 
evidence to suggest that it was reasonably probable that a London Stock Exchange announcement would be 
required in relation to the Company as at 17th January 1995; therefore the dealing on 17th January 1995 by 
the directors was permissible under London Stock Exchange Code. 


Following completion of this report, we obtained with the help of the Company the minutes of the LGOG 
meeting in January 1995. This reinforced our view expressed in the conclusion of our report. 


As regards to the SEC investigation, we reported that there was an ongoing investigation by the SEC in 
relation to the two press releases by the Company dated 30th November 1995 and 21st May 1996 which relate 
to the progress of the drug Marimastat. We were informed by the Company’s US lawyers that the 
investigation now relates to a particular aspect of the two press releases referred to above. 


The final part of our work in investigating the factual matters related to the clinical trials on the drug 
Zacutex, for treatment of acute pancreatitis. 


We have not issued a final report to the Company regarding this drug since our work was overtaken by the 
Company’s requirement to put out a full ciruclar to shareholders. We concluded that we were unable to reach 
a final conclusion on Zacutex issues since to reach a concluded view would require technical and medical 
independent advice to establish what the position was regarding the responses from the EMEA. 


WIDER ISSUES 


Although we act for a number of other biotechnical and pharmaceutical companies, in view of the 
engagement with British Biotech, we consider it is inappropriate for us to comment on what impact we think 
the British Biotech affair is having on the industry as a whole. Furthermore we also suggest that this issue is 
one which might more appropriately be addressed to merchant banks or investment houses who are active 
in this area. 


7 July 1998 


APPENDIX 3 
Memorandum submitted by the London Stock Exchange 


1. INTRODUCTION 


1.1 Under the provisions of part IV of the Financial Services Act 1986 (“the Act”), which is based on EC 
Directives, the London Stock Exchange is the Competent Authority for Listing in the UK. As Competent 
Authority, the Exchange is responsible for the regulation of companies whose securities are admitted to the 
Official List. The Exchange also has another regulatory role, as a recognised investment exchange. In this role 
the Exchange is responsible for regulating the trading of securities quoted on its markets and must comply 
with obligations contained in schedule 4 to the Act. 


1.2 As Competent Authority the Exchange publishes listing requirements (“the Listing Rules”) which 
incorporate EC Directives on conditions of listing and minimum standards for disclosure of information. For 
reasons of investor protection, the Exchange can, and does, impose additional requirements that go beyond 
those laid down by EC Directives. The Listing Rules are designed to promote investor confidence in standards 
of disclosure, in the conduct of listed companies’ affairs and in the market as a whole. 


1.3 The Exchange is responsible for investigating potential breaches of Listing Rules. For the purpose of 
verifying whether there has been a breach of the Listing Rules the Exchange can require a listed company, 
its directors and sponsor to provide all relevant information or explanations. The Exchange does not have 
the statutory authority to require other relevant parties to assist it with investigations into potential breaches 
of the Listing Rules and any co-operation provided by such other parties is provided on a voluntary basis. 


1.4 The Exchange has the power to impose sanctions where it concludes that a breach has occurred. The 
range of sanctions available to the Exchange is limited to censure, either private or public, and, in extremis, 
the suspension or cancellation of the listing of the company’s securities. These sanctions can be imposed 
against the listed company, and/or its directors and/or its sponsor. If the Exchange’s executive believes it 
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appropriate to impose any sanction the matter will be referred to the Quotations Committee, an independent 
body of market practitioners appointed by the Board of the Exchange, save where the company or director 
concerned agrees to a private censure and the Exchange considers that to be the appropriate sanction. 


1.5 Actions required as a result of an investigation carried out by the Exchange of a potential breach of 
the Listing Rules may fall outside the ambit of the Competent Authority. In particular, the Exchange’s 
responsibilities do not extend to statutory issues, including criminal law, which fall within the remit of other 
regulatory and investigative bodies such as the Department of Trade and Industry and the Serious Fraud 
Office. The Exchange will often refer cases falling into these categories to the appropriate body. 


2. CONFIDENTIALITY 


2.1 The Admissions Directive of 1979 (Directive number 79/279/EEC), implemented in UK law through 
the Act, imposes a duty of confidentiality on the Exchange in respect of information obtained by it when 
exercising its functions as the Competent Authority for listing. The information now provided in relation to 
British Biotech plc (“British Biotech” or “the Company”) was obtained by the Exchange in this role. 


2.2 In dealing with this information the Committee is asked to consider not only the statutory duties of 
confidentiality imposed on the Exchange, but also the fact that the Exchange’s investigation into British 
Biotech is ongoing. Publication of the information gathered by the Exchange prior to the completion of these 
enquiries would be incompatible with the approach taken both by European legislation and the Act and may 
prejudice any action the Exchange could take or sanction it may seek. 


3. COMPETENT AUTHORITY INVESTIGATION OF BRITISH BIOTECH 


3.1 The Listing Rules place a general obligation on every listed company to disclose without delay, via 
the Exchange’s Regulatory News Service, details of major new developments and changes in the company’s 
performance, or expectations of its performance, which are not public knowledge and which may lead to a 
substantial movement in the company’s share price. In the case of biotechnology companies, the progress and 
results of clinical trials for key drug programmes may have to be disseminated to the market under this general 
obligation of disclosure. 


3.2 The Exchange initiated its current investigation of British Biotech following the announcement made 
by the Company on 12 March 1998 of the suspension of Dr Millar. The Exchange was alerted to this 
announcement through its normal monitoring procedures. 


3.3. Dr Millar has made a number of serious allegations about the Company. He has publicly expressed 
his view that the Company has, allegedly in contravention of the provisions of the Listing Rules referred to 
in paragraph 3.1, misinformed the market about the progress and prospects of key drug programmes, namely 
Batimastat, Marimastat and Zacutex. In particular, he has queried the timing and content of specific 
announcements made by the Company about these drug programmes. Dr Millar has also questioned the 
appropriateness of certain directors’ share dealings including those ahead of the announcement issued on 
17 February 1995, allegedly in contravention of certain other provisions of the Listing Rules (see 
paragraph 3.5). 


3.4 The Listing Rules also require the directors of listed companies to comply with a code of practice no 
less stringent than the Model Code set out in the Listing Rules, which imposes restrictions on the freedom of 
directors, certain employees and persons connected with them to deal in their company’s securities at 
particular times. The purpose of this requirement is to ensure that such individuals do not abuse, or place 
themselves under suspicion of abusing, price sensitive information that they may have or be thought to have. 


3.5 In the early part of 1995 the Exchange carried out an investigation into the Company’s compliance 
with the Model Code. This investigation focused on the share dealings of seven directors in advance of the 
announcement issued by the Company on 17 February 1995 of a delay in one of its two clinical trials of 
Batimastat. During the course of the investigation the Company provided evidence to the Exchange, 
including a chronology of events leading up to the announcement, which supported its contention that at the 
time of the directors’ dealings the Board was not in possession of any unpublished price sensitive information, 
particularly in relation to its Batimastat drug programme. Given the information and explanations provided 
by the Company, together with other publicly available information, the Exchange concluded that there was 
no basis for disciplinary action to be taken. In the light of new information (ie internal memoranda and details 
of meetings not previously disclosed) provided since 12 March 1998 concerning the background to the 17 
February 1995 announcement the Exchange has re-opened its enquiry. 


3.6 The allegations made by Dr Millar involve complex issues of scientific judgement and judgement 
relating to the market in the Company’s securities. These are judgements which have been made by the 
Company and by individual directors of the Company, frequently on the basis of scientific and other 
professional advice. In accordance with the principles of natural justice the Exchange is seeking evidence from 
all relevant parties in order to give them the opportunity both to comment on Dr Millar’s allegations and also 
to provide the Exchange with any information which they believe is relevant. 
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3.7 The Exchange regularly conducts investigations into market conduct which may have been abusive or 
manipulative. These investigations can lead the Exchange to conclude that a case should be referred to the 
Department of Trade and Industry for further investigation to establish whether insider dealing or market 
manipulation has occurred. At present no conclusive evidence of abusive conduct or market manipulation 
of British Biotech shares has been identified. The Exchange’s investigation in this respect is running in parallel 
with its investigation of potential breaches of the Listing Rules. 


3.8 Both the Company and Dr Millar continue to co-operate with the Exchange’s investigations. A 
decision as to what, if any, action the Exchange proposes to take with regard to this matter will not be made 
until all relevant parties have been interviewed and all resulting information reviewed. 


3.9 The Exchange has ongoing dialogue with other relevant UK and overseas regulatory authorities about 
the enquiry. 


4. ASSESSMENT OF IMPACT ON THE BIOTECHNOLOGY INDUSTRY 


4.1 The Exchange has helped facilitate the growth and development of the biotechnology sector in the UK 
and is an important route by which UK biotechnology companies raise equity finance. The current admission 
requirements for biotechnology companies are set out in Chapter 20 of the Listing Rules. These were 
introduced in December 1993 to address the specific needs of biotechnology companies and were prompted 
both by demand from UK investors and overseas competitive pressures on the London capital market. These 
rules enable biotechnology companies to raise finance by listing, notwithstanding the fact that such 
companies may not have the three year revenue earning record normally required of companies applying 
for listing. 


4.2 The listing requirements for biotechnology companies have been developed by the Exchange in close 
consultation with relevant market practitioners and biotechnology companies. For example, amendments 
made in January 1995 to these requirements were developed by a dedicated working party specifically set up 
for this task. 


4.3 A measure of the success of these rules is that, since their introduction in December 1993, 
approximately £1,075 million of equity finance has been raised through the Exchange by 27 listed 
biotechnology companies. 


4.4 Adverse publicity for a leading participant in any industry may have an impact on the sector as a whole. 
This is particularly so for sectors which rely heavily on investor confidence in long term research and 
development programmes. The high level of reliance placed by the market on the timely and accurate 
disclosure of information in such sectors is such that there is a risk that the adverse publicity may have a more 
profound effect than would otherwise be the case. 


4.5 The annex sets out a graphical comparison of the relative performance since January 1998, in terms 
of market capitalisation, of British Biotech with the FTSE All Share and UK biotechnology sector. The share 
prices of biotechnology companies have underperformed relative to the rest of the market since January 1998. 
However it is too early to make a proper assessment as to what, if any, long term damage to investor 
confidence and future investment in the UK biotechnology sector has been caused by the wrongdoing alleged 
against British Biotech, which the Exchange continues to investigate. 


7 July 1998 
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Annex 


BRITISH BIOTECH PLC 


Graph Comparing Performance of British Biotech Compared with the FTSE All Share And UK 
Biotech Indices 
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APPENDIX 4 
Memorandum submitted by Mercury Asset Management Ltd 
INTRODUCTION 


1. Mercury Asset Management Ltd (“Mercury”) provides investment management and advisory services 
to clients in the United Kingdom and internationally. Assets under management exceed £100 billion. Since 
22 December 1997, Mercury has been a subsidiary of Merrill Lynch & Co Inc, an American company. 


2. Mercury has invested in British Biotech (“BB”) on behalf of its clients since BB’s flotation in July 1992. 
We have had regular contact with BB since then and were involved in discussions with BB in March 1998, 
after Perpetual shared with us their concerns about the strategy being pursued by BB. 


CONTENTS 


3. We have been requested to set out: 
(i) the basis of Mercury’s interest in BB; 
(ii) the extent of Mercury’s involvement in various meetings from February 1998 onwards; 
(iii) the extent to which Mercury thinks Dr Millar’s concerns are well-founded; and 
(iv) the impact, if any, on the wider biotechnology industry. 


(i) The basis of our interest 


4. Our interest is as an investment manager investing in shares of BB on a discretionary basis on behalf of 
our clients. As a consequence we endeavour to maintain an ongoing understanding of the business of BB, 
the prospects for that business, the ability of its management and the likely outcome of any strategy which 
is implemented. 
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(ii) The extent of our involvement 


5. We were contacted by Perpetual in February 1998. We were informed that they had obtained price 
sensitive information about BB which was not publicly available information, as a result of which they 
believed that action by the shareholders was necessary. 


6. We informed Perpetual that we did not wish to receive this information and suggested that they bring 
these matters to the attention of BB’s advisers, Dresdner Kleinwort Benson (“DKB”), who would be able to 
evaluate the information and determine what BB should do as a result. 


7. Perpetual persisted in requesting a meeting with us. We agreed to meet but only to discuss BB in the 
context of publicly available information. A meeting took place on 3 March 1998. As a result we repeated 
our view that Perpetual should speak to DKB. 


[Explanatory Note: as investment managers for clients we have to evaluate on a case-by-case basis whether 
we are willing to receive price sensitive information about companies which may prevent us from carrying 
out transactions for clients. It is rarely in our clients’ interests for us to be unable to effect transactions. 
However, there are circumstances where, for limited periods, we will be willing to be restricted from dealing, 
usually where our clients in aggregate hold a significant proportion of the share capital of the relevant 
company. The longer the potential timescale and the more ill-defined the proposition, the less likely we will 
be to agree to receive such information.] 


8. Following Perpetual’s meeting with DKB, which they reported to us as being wholly unsatisfactory, and 
in the light of the subsequent news about the involvement of Dr Millar, we agreed to meet Perpetual again 
to hear their full version of events accepting that we would become insiders. That meeting took place on 13 
March 1998. 


9. From that time, until the subsequent publication of the circular by BB, we attended a number of 
meetings at which our objective was to unravel the conflicting opinions of the various parties, establish the 
facts, decide what inferences we should draw from the facts and thereby determine what action to take in the 
best interests of our clients. During this period we met Perpetual, Dr Millar, DKB, the executive management 
of BB, non-executive directors of BB, the chairman of BB and Dr Noble, a former executive director of BB. 


(iii) Do we believe Dr Millar’s concerns are well-founded and why? 


10. Dr Millar’s concerns included: 
— the clinical strategy relating to Zacutex/Marimastat 
— the corporate strategy of BB, particularly external communication and expenditure rates 
— dealings in BB shares by certain directors. 


CLINICAL STRATEGY 


11. In any business there are a variety of opinions on how to proceed. Clearly Dr Millar’s views differed 
from those of Drs McCullagh and Jensen. The detail of trial design appears to us to be a matter of judgement, 
the validity of which can only be assessed at the end of the process once the data is analysed and the regulator’s 
response is known. External investors have to rely on company managements to establish appropriate 
structures to deal with such issues. Dr Millar’s views called into question whether the clinical strategy was 
optimal but did not prove that it was inappropriate. 


CORPORATE STRATEGY 


12. The main concern related to the rate at which money was being spent compared with the likely 
timescale for a successful outcome from the clinical trials. The management had taken a calculated risk in 
beginning to spend to support a corporate strategy in the expectation of early revenues from Zacutex. This 
had failed. However, in our discussions with management it appeared that they were already committed to 
reducing the rate of spend and were actively reviewing this following the EMEA decision on Zacutex. 


13. The other concern was whether BB had misled investors in providing information on clinical and 
regulatory progress. BB is no different from any other company in trying to put the best gloss on any 
developments. Having spoken to the various participants we were unable to establish conclusively whether 
this optimism had been taken too far. 


SHARE DEALING 


14. We are aware of the conclusions of the report by McKenna & Co into allegations surrounding share 
dealings by directors of BB. We assume that The Stock Exchange will have reviewed these dealings and the 
circumstances surrounding them. 
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(iv) The impact, if any, on the wider biotechnology industry in terms of investor confidence and access to capital 


15. Itisimportant to put these issues into perspective. Most biotechnology companies have no assets other 
than cash raised from investors and, at the outset, no products to sell. All they have is ideas and expertise 
which may result in the ability to generate revenue. Thus, almost without exception, these investments are 
high risk and the decision whether or not to participate depends upon a view of the quality of the founders, 
the potential value of their ideas and the likelihood of those ideas coming to fruition, 


16. The investment community attaches a risk premium to such ventures. The level of this risk premium 
inevitably fluctuates with events. BB became something of a bellwether for the biotechnology sector both 
during its apparent advances in 1995—96 and during the decline in its prospects from mid-1997. This reminded 
investors that the risks attached to such ventures needed to be constantly assessed. 


17. Interestingly, the biotechnical sector raised approximately £650 million in the UK market in 1996 as 
compared to about £100 million in 1998 to date. Following the high level of equity issuance in 1996 and the 
lack of significant positive newsflow from most of those issuers subsequently, it is likely that the risk premium 
for the sector would have been reassessed regardless of BB’s recent performance. The few biotechnology 
companies where the newsflow has been positive and the credibility of the management sustained have 
experienced reasonable share price performance. 


27 July 1998 


APPENDIX 5 


Letter to Dr Ian Gibson MP from Dr James Noble, former Finance Director, British Biotech plc 


Further to our conversation today, I am writing to you as requested to set down for you some of the matiers 
which we briefly touched upon. As former finance director of British Biotech, I have been following the 
investigation by your Committee with great interest and have had the opportunity to view the videos of the 
evidence given to your Committee by Drs McCullagh, Millar and Lewis. I should make it clear at once that 
I left the company in February 1997 and, therefore, cannot comment about the subject of unblinding the 
studies, since this episode began after I left. I would, however, like to make a couple of observations which 
may be relevant to your findings. 


1. NON-EXECUTIVE DIRECTORS 


I fully support the view, put forward by Dr Lewis, that the non-executive members of a biotech company 
Board should include at least one person familiar with the clinical and regulatory aspects of drug development 
if that company is intending to conduct its own clinical evaluation of compounds. 


One item that does not seem to have been brought up at your hearings is the fact that British Biotech, 
uniquely among biotech companies, has never had a Scientific Advisory Board. There was, as a result, no 
external validation of the programmes except by individual clinical investigators, who did not report to the 
Board in any way. 


There were further problems with the non-executive Directors at British Biotech: 


(a) the executive Directors informed the Chairman, Mr Raisman, as early as March 1995 that they were 
concerned about the CEO. These concerns related to the lack of consistency of Dr McCullagh, his 
tendency to exaggerate and consequently to overexpand the company and his divisive approach to 
managing the executive team of directors. This discussion was held at the request of Mr Raisman, 
who was concerned about the heated nature of Board discussions (particularly in February 1995 
regarding the press release about stopping the Phase 3 batimastat trial), and was attended by 
Dr Lewis, Dr Gordon and myself. Our views were sufficiently strongly held for Raisman to declare 
that he would have to decide whether to support us or the CEO. He informed us later that he backed 
the CEO, in whom he had full confidence. 


(b) The only non-executive to have first-hand experience of the risks of drug development at a biotech 
company, Dr Wilkerson, clearly picked up the dissension at the Board in 1995 (see Annex), but even 
his warnings were apparently ignored by the Chairman; 


(c) The non-executives failed to act after the fiasco of the Board meeting on 16 February 1995, held to 
discuss the batimastat press release. The crucial issue at that meeting was whether batimastat would 
be able to restart a Phase 3 trial within three to four months or whether a renewed Phase 2 
programme would be needed. This was highly significant to the Company, since (and I think that 
Dr Lewis had forgotten this in his evidence to your Committee) the key milestone for the successful 
exercise of the warrants then outstanding was the expectation that we would file for registration of 
batimastat in the first quarter of 1996—this was spelt out in the rights issue document of April 1994. 
Dr McCullagh had altered the press release at the last minute (while I was in the USA) to make it 
much more optimistic and to claim that batimastat would be back in Phase 3 within three to four 
months. I had confidentially received a memorandum from Dr Millar explaining that the best that 
we could hope for was a restarted Phase 2 trial in four months’ time. At a meeting sufficiently stormy 


THE SCIENCE AND TECHNOLOGY COMMITTEE 8 


for our lawyer, Nigel Boardman of Slaughter and May, to be excluded, the non-executives only took 
an interest in the press release when Dr Gordon and I insisted on having nothing to do with the 
version as proposed and said that we would not talk to analysts, journalists or shareholders unless 
it was altered. In other words, not one of the non-executives understood the business or the effect 


of press releases well enough to act properly. I should mention that Dr Wilkerson was absent from 
that meeting. 


(d) Crucially, Dr Lewis was constantly urged by Dr McCullagh to present only the rosiest view of the 
risks of drug development. Indeed, this was cited by Dr Lewis as the single issue he hated most about 
the company, when asked at an off-site management meeting which I attended. 


In summary, therefore, the chairman ignored warnings from the executive directors, took no action in the 
face of a letter from the most experienced non-executive, failed to understand the relevance of a crucial press 
release and (see below) even ignored the polite intervention of Kleinwort Benson. Neither Dr Lewis nor I were 
contacted by any non-executive director upon our sudden departures. 


2. KLEINWORT BENSON 


I was a Director of Kleinwort Benson prior to joining British Biotech and, as a result, was close to many 
of the people there. I am surprised that the Committee was not told the following: 


(a) Dr Gordon and I met the former Chairman of Kleinwort Benson, Simon Robertson, by chance in 
Tokyo in 1995. He summarised a recent conversation with the CEO in terms diametrically opposed 
to the version we had been given by the CEO himself, which led to a discussion about the CEO’s 
inconsistencies. This discussion was subsequently reported by Robertson to the Chairman, who 
reprimanded us for being disloyal but, so far as I am aware, took no further action. 


(b) Notwithstanding the argument about the batimastat press release described above, the salesmen at 
KBS told me that, at a presentation on the evening prior to the issue of the release, Dr McCullagh 
had said that the company would be back in Phase 3 in three to four months’ time. This caused chaos 
in the stockmarket on the day of the release because the company’s own broker was giving a message 
completely at odds with the press release. This ended up with the salesmen having to apologise to 
their clients, the institutional shareholders, and I received a request from KB not to have the CEO 
at any future meetings with shareholders, analysts or salesmen. As a result, Dr Lewis and I did all 
the presentations for the next two years. I found it rather amusing in this context that Dr McCullagh 
has still not accepted the fact that the Phase 3 never did restart, since he told your Committee that 
it had done so. 


(c) After my departure from British Biotech, I was invited to lunch separately by two senior directors 
of KB, Tim Barker (who you recently interviewed) and Bay Green. I told them both about the 
problems relating to the British Biotech Board and that, in my judgment, it would lead to disaster 
if nothing changed at the Board. I was not informed of the outcome, if any. 


3. OVERALL 


I would emphasise an important point made by Dr Lewis, namely that much of this (bar Dr Millar’s 
intervention) has happened before, in the USA, with Gensia, Centocor and Synergen, being but three 
examples of companies failing at Phase 3, with disastrous effects on the share price. The result there has not 
been to starve the industry of funds altogether, but rather to make it all but impossible to fund the go-it-alone 
model of British Biotech. Given the difficulty of achieving success with this model, that may be no bad thing. 


3 August 1998 


Annex 


Letter to Dr Keith McCullagh, Chief Executive Officer British Biotech plc from Dr L John Wilkerson 


As I am sure you appreciate, there is much occurring within the BBT Management team of which I am 
unaware. This puts me at a disadvantage in assisting the company; however, my distance and involvement 
in the industry do provide me, I believe, with some advantages. This letter offers some thoughts I hope you will 
consider. Of course, please feel comfortable to share this with your team. If anything herein might assist us. 


First of all, senior management’s spoken words, actions and subtle body language are communicated 
throughout an organisation ten times faster and with far greater impact than any formal communication. I 
am concerned, given the tone of management’s comments at the last few board meetings, and my reading of 
their body language, that the obvious dissension among the team is, or will, negatively affect the outlook for 
a very valuable company. We have a very capable management team. They must be reminded that they have 
accepted the title of leaders (not just managers) and each of them must now demonstrate courage in leading 
BBT through uncertain times. I know of no biotechnology company at our stage of development that has 
not experienced enormous disappointments. That is, simply stated, part of the business we are in; not unlike 
wildcatters searching for oil. The potential for equity appreciation is what the public and board is willing to 
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offer a management team for shepherding a portfolio of high risk projects through a torturous path to market, 
and doing so under intense public scrutiny. Historically, this scrutiny and the resultant pressure are what few 
biotech executives properly assess when considering joining our fledgling and most fragile industry. 


Once a company stumbles in public, nothing is sacrosanct; management’s competence, life style, 
compensation, equity transactions, veracity, level of optimism, grasp of reality, and not the least, 
management and board cohesiveness. The latter is often examined in unanticipated ways, and in excruciating 
detail. Current and former employees, executive recruiters, neighbors, clinical investigators, consultants, 
advertising agencies are all rich sources of insight into “what’s really going on inside?” This is not speculation. 
I was a security analyst and believe me this list of obvious sources is a mere sample of the vast treasure trove 
of valuable sources. 


Iam sure your team will feel my statements are obvious and, in fact, they are. Nevertheless, I have witnessed 
several biotechnology management teams self destruct because their professional and personal frustrations 
were not contained. They chose prolonged debate when leadership was needed. 


The frustrations of our management group are more than a little obvious, and I am concerned that unless 
the team pulls together in the immediate future, this discord will negatively affect our shareholders, employees 
and eventually themselves. 


In closing, I want to be sure that no one misinterprets my thoughts as a recommendation to suppress open, 
honest debate among the senior management team and with the board. What I am urging is that our team 
continue their most productive work, maintain and/or further develop open dialogue, but most importantly, 
come together around a set of objectives and continue to communicate these to the board and as appropriate, 
to your staff as a unified leadership team. 


28 April 1998 
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